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Under the Accounting and Audi t ing  A c t  of 1950, the General  
Account ing O f f i c e  (GAO) i s  r e s p o n s i b l e  fo r  e s t a b l i s h i n g  account-  
i n g  s t a n d a r d s  for Fede ra l  agenc ie s .  T o  carry o u t  th i s  respon- 
s i b i l i t y ,  GAO f i r s t  established s t a n d a r d s  i n  1952 and has r e v i s e d  
t h e m  periodically.  S ince  r e c e n t  y e a r s  h a v e  s e e n  many advances 
i n  accoun t ing  theory and practice, w e  h a v e  d e c i d e d  t o  reexamine 
these Federal Government s t a n d a r d s  f i r s t  i n  concep t  and then  i n  
practice t o  see i f  changes are needed or  d e s i r a b l e .  

Our f i rs t  g o a l  i s  to  develop  a c o n c e p t u a l  framework w i t h i n  
which c o n s i s t e n t  Fede ra l  account ing  r equ i r emen t s  c a n  be maintained.  
Once th i s  framework i s  completed,  w e  w i l l  r e e v a l u a t e  the account ing ,  
r e p o r t i n g ,  and o p e r a t i o n a l  requi rements  t o  de te rmine  the needed 
changes.  W e  expect the long-range benefit of this e f f o r t  to  be 
more u s e f u l  i n fo rma t ion  i n  f i n a n c i a l  reports. 

T o  d a t e ,  s e v e r a l  exposure d r a f t s  have  been  i s s u e d  for com- 
ment cove r ing  the o b j e c t i v e s ,  the e l emen t s ,  and the measurement 
c o n c e p t s  o f  account ing  and f i n a n c i a l  r e p o r t i n g .  T h i s  document 
d e f i n e s  the account ing  and f i n a n c i a l  r e p o r t i n g  e n t i t i e s  of the 
Federal Government. 

S i m i l a r  e f f o r t s  are underway by the Counc i l  of State  Govern- 
ments  to  develop  a d e f i n i t i o n  of the S ta t e  r e p o r t i n g  e n t i t y  which 
w i l l  be recommended f o r  c o n s i d e r a t i o n  by the N a t i o n a l  Counci l  on 
Governmental  Accounting (NCGA) , the recogn ized  s t a n d a r d - s e t t i n g  
body f o r  State  and local governments. I n  deve lop ing  the e n t i t y  
c o n c e p t  f o r  the Federal Government, w e  d r e w  upon the w o r k  of the 
NCGA and the Counci l  of State  Governments' S t a t e  Government 
Account ing Project to  the e x t e n t  i t  c o u l d  be a p p l i e d  t o  the 
Federal sector. 

This document is i s s u e d  as an  exposure  d r a f t  to Federal 
depa r tmen t s  and agencies ,  t o  m e m b e r s  of the accoun t ing  p r o f e s s i o n  
and the academic community, and to  i n t e r e s t e d  p e r s o n s  i n  the 
f i n a n c i a l  communj.ty. W e  encourage your  r ev iew of t h i s  document 
and s o l i c i t  your comments on h o w  i t  can  be improved and on whether 
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the e n t i t y  concepts  i t  i d e n t i f i e s  and d e f i n e s  seem to be appro- 
p r i a t e  for the Federal Government both conceptua l ly  and r e a l i s -  
t i ca l ly .  P l e a s e  send comments by January 31, 1982, to: 

Ronald J .  P o i n t s  
Accounting and Financia l  Management Divj  s j o n  
U.S .  General Accountjng 0ffj.ce 
Room 6114 
441 G Street, W 
Washington, D . C .  20548 

S i n c e r e l y  yours ,  

Acting Disector 
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ACCOUNTING AND FINANCIAL REPORTING 

ENTITIES I N  THE FEDERAL GOVERNMENT 

INTRODUCTION 

1. The overall  account ing and f i n a n c i a l  r e p o r t i n g  s t r u c t u r e  i n  

the Federal Government has t w o  major components: the con- 

c e p t u a l  f r a m e w o r k  and the p r a c t i c e  requirements .  The con- 

c e p t u a l  framework c o n s i s t s  of t w o  l e v e l s :  t h e  o b j e c t i v e s ,  

which w e r e  t e n t a t i v e l y  e s t a b l i s h e d  i n  the February 2 9 ,  1980, 

Exposure D r a f t  e n t i t l e d  "Objec t ives  of Accounting and Finan- 

c i a l  Repor t ing  i n  the Federal Government 'I and the fundamen t a l  

concepts ,  which i n c l u d e  t h e  e n t i t y  concepts  that  w i l l  be de- 

f i n e d  t e n t a t i v e l y  by this  s ta tement .  T h e  p r a c t i c e  require- 

ments also c o n s i s t  of t w o  l e v e l s :  the s t a n d a r d s  and the 

o p e r a t i o n a l  criteria. Each l e v e l  of the s t r u c t u r e  b u i l d s  

upon the base provided by the preceding  l e v e l .  

2. This s t a t e m e n t  focuses  on i d e n t i f y i n g  and d e f i n i n g  e n t i t i e s  

so that  a p p r o p r i a t e  in format ion  w i l l  be f u r n i s h e d  that  w i l l  

help ach ieve  the o b j e c t i v e s  of account ing  and f i n a n c i a l  

r e p o r t i n g  i n  the Federa l  Government. This concept  i s  o n l y  

one of many to be inc luded  i n  the fundamental l e v e l  of the 

concep tua l  framework. T h e  f irst  concept  of the fundamental  

level covers the elements  of f i n a n c i a l  r e p o r t s .  These w e r e  

t e n t a t i v e l y  e s t a b l i s h e d  i n  the August 12, 1980 I Exposure D r a f t  

e n t i t l e d  "Elements of Accounting and F i n a n c i a l  Repor t ing  i n  

the F e d e r a l  Government." The second concept  cove r s  t h e  

measurement concepts .  These w e r e  t e n t a t i v e l y  e s t a b l i s h e d  i n  

the November 11, 1980, Exposure D r a f t  e n t i t l e d  "Measurement 



Concepts of Accounting and F i n a n c i a l  Report ing i n  the Federal 

Government." Concepts to  be covered by other s t a t emen t s  in -  

c l u d e . r e c o g n i t i o n  and repor t ing . '  Attached f i g u r e s  1 and 2 

d e s c r i b e  p l a n s  for the fundamental  concept  l e v e l .  

3. This s ta tement  does n o t  s p e c i f y  account ing  s t anda rds ,  proce- 

d u r a l  requirements ,  or r e p o r t i n g  s t a n d a r d s  a s  does G A O ' s  

"Policy and Procedures Manual for Guidance of Federa l  Agencies." 

Rather ,  i t  is  in tended  to  provide the basis for  i n t e r p r e t i n g ,  

e s t a b l i s h i n g ,  and ma in ta in ing  s t a n d a r d s  . 
REPORTING ENTITY DEFINED AND SUMMARIZED 

4. The manner i n  which the e n t i t y  i s  d e f i n e d  and the boundaries  

imposed d ic ta te  the type of economic a c t i v i t y  t ha t  w i l l  be re- 

. ported. The e n t i t y  must be d e f i n e d  so tha t  account ing w i l l  

f u r n i s h  data both q u a n t i f i a b l e  and nonquan t i f i ab le  t ha t  can 

be used t o  help e x p l a i n ,  p l a n ,  predict, and c o n t r o l  the e n t i t y ' s  

a c t i v i t i e s .  Over the years, v a r i o u s  ownership theories (also 

referred t o  a s  e n t i t y  concep t s )  have evolved,  i n f l u e n c i n g  the 

manner i n  which the account ing  e n t i t y  i s  def ined .  However, 

l i t t l e  c o n s i d e r a t i o n  w a s  g iven  to  which of these concepts  

should g e n e r a l l y  gu ide  i n  the s e l e c t i o n  of the elements  of 

economic act ivi t ies  to  be r e p o r t e d  w i t h i n  and for the Federal 

Government . Ins t ead ,  s t a t u  tory l a w s  and the budget s y s  t e m  

have guided f i n a n c i a l  accoun t ing  and r e p o r t i n g  w i t h i n  the 

Federal Government by t r a d i t i o n a l l y  focus ing  on the a c t i v i t i e s  

of i n d i v i d u a l  agenc ie s  and other governmental o r g a n i z a t i o n s  

such a s  independent commissions. 
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5 .  Yost  ownership concepts  desc r ibe  p ro f i t -o r i en ted  o rgan iza t ions  

whose goal i s  t o  f u r n i s h  f i n a n c i a l  information t o  i n v e s t o r s  

and c r e d i t o r s  on  earn ings  and p r o f i t s .  I n  c o n t r a s t ,  t h e  goa l  

of t he  Federal  Government i s  no t  t o  ea rn  p r o f i t s ,  b u t  r a t h e r  

t o  provide information u s e f u l  fo r  a s ses s ing  management's per- 

formance and stewardship.  Such assessment b a s i c a l l y  involves  

determining what has been achieved and what can be achieved. 

I n  t h i s  r e s p e c t ,  u s e r s  a r e  mainly i n t e r e s t e d  i n  how many 

s e r v i c e s  of va r ious  types  were performed a s  represented by 

program spending. 

information needs between governmental and prof i t -o r  iented 

organiza t ions .  However, a s i d e  from the  na ture  of user i n t e r -  

e s t ,  both p ro f i t -o r i en ted  and governmental o rganiza t ions  a r e  

involved i n  a c t i v i t i e s  whose accounting a spec t s  do  not d i f f e r  

s u b s t a n t i a l l y .  

T h i s  i s  t h e  fundamental d i f f e r e n c e  i n  

6 .  Based on t h e  o b j e c t i v e  of providing information usefu l  f o r  

assess ing  management's performance and stewardship,  t h i s  

statement i d e n t i f i e s  t h e  "commander" concept a s  t h e  e n t i t y  

concept t h a t  provides  most of t h e  guidance i n  the  i d e n t i -  

f i c a t i o n  o f  repor t ing  e n t i t i e s  and t h e  determinat ion o f  

t h e i r  boundaries. The commander concept i s  r e l evan t  for  

Federal Government a c t i v i t y  because it  focuses on t h e  e f f ec -  

t i v e  economic c o n t r o l  of  resources  by  t h e  o f f i c i a l s  o r  com- 

manders o f  a u n i t .  The following c r i t e r i a  were used t o  

develop a d e f i n i t i o n  t h a t  would g u i d e  i n  t h e  determinat ion 

o f  which  econornic u n i t s  q u a l i f y  a s  s epa ra t e  e n t i t i e s .  

3 



1. An o f f i c i a l  or board of directors is au thor i zed  by a n  
ac t  of Congress as  having the h i g h e s t  degree of autonomy 
and accounkab i l i t y  over resources i n  performing a m i s s i o n .  

2 .  The a c t i v i t i e s ,  f u n c t i o n s ,  and programs u n d e r  the accoun t -  
a b i l i t y  of an o f f i c i a l  or board o f  directors ,  as e s t ab -  
l i s h e d  by l a w ,  a r e  t o  be combined t o  form a governmental 
u n i t  w i t h i n  the execut ive ,  l e g i s l a t i v e ,  or j u d i c i a l  
b ranches  of the Federal Government. 

3 .  The Congress or a n  o v e r s i g h t  body r e q u i r e s  the p r e p a r a t i o n  
of f i n a n c i a l  r e p o r t s  for i t s  u s e  and the p u b l i c ' s .  

7. B y  apply ing  these c r i te r ia  to  the commander concept ,  one c a n  

d e f i n e  the r e p o r t i n g  e n t i t y ( i e s )  f o r  Fede ra l  Government f inan-  

c i a l  reports as, "any governmental u n i t  i n  which the o f f i c i a l s  

are e i t h e r  elected by the p u b l i c  or appoin ted  by the P r e s i d e n t  

w i t h  adv ice  and consent  o f  t h e  Congress o r  otherwise r e p r e s e n t  

the h i g h e s t  l e v e l  o f  a c c o u n t a b i l i t y  w i t h i n  a governmental u n i t .  '' 

Therefore, f i n a n c i a l  in format ion  should be p resen ted  for each 

department ,  agency, o r  other governmental o r g a n i z a t i o n ,  i n -  

c l u d i n g  any independent es tab l i shment ,  tha t  is c o n t r o l l e d  by 

or  dependent on the execut ive ,  l e g i s l a t i v e ,  o r  j u d i c i a l  

branches of the Fede ra l  Government. I n  t h i s  r e s p e c t ,  specific 

departments  and agenc ie s  are accountable  for  the re sources  

that  have been e n t r u s t e d  to t h e m  and t h u s  are r e f e r r e d  to  as  

''Department/Agency E n t i  ties. " 

8 .  I n  a d d i t i o n  to  informat ion  about  r e s o u r c e s  managed by s p e c i f i c  

o r g a n i z a t i o n a l  e n t i t i e s  w i t h i n  t h e  Fede ra l  Government, u s e r s  

need informat ion  that  shows the a c c o u n t a b i l i t y  of each branch 

of the Federal  Government. I n  t h i s  r e s p e c t ,  u s e r s  w i l l  view 

, the execu t ive ,  l e g i s l a t i v e ,  and j u d i c i a l  branches of the Federa l  

Government as s e p a r a t e  e n t i t i e s  r e s p o n s i b l e  for c o n t r o l l i n g  
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and r e p o t t i n g  on t h e  r e s o u r c e s  under t h e i r  c o n t r o l .  Tnere-  

f o r e ,  t h e  d e p a r t m e n t / a g e n c y  e n t i t i e s  w i t h i n  e a c h  o f  t h e  

k h r e e  br a n c h e s  s h o u l d  be i n t e g r a t e d  i n  s e p a r a t e  f i n a n c i a l  

s u m a r y  r e p o r t s ,  e n a b l i n g  r e f e r e n c e  t o  t h e  " E x e c u t i v e ,  

Legislative an3 J u d i c i a l  5 r a n c h  E n t i t i e s . "  

9 .  Also, u s e r s  need i n f o r m a t i o n  t h a t  p r o v i d e s  a s i m p l e  o v e r v i e w  

of t h e  Government a s  a whole,  i n c l u d i n g  t h e  r e s u l t s  of i ts 

f i n a n c i a l  o p e r a t i o n s  far s p e c i f i e d  p e r i o d s  o f  t i n e  and a 

suininary of what i t  owns and owes. d i t h  t h i s  p e r s p e c t i v e  u s e r s  

c a n  view t n e  F e d e r a l  Government a s  a s i n g l e  e n t i t y .  To t h i s  

e n d ,  t h e  i n f o i n a t i o n  r e p o i  t e d  by t h e  depa r  t n e n t / a g e n c y  

e n t i t i e s  s h o u l d  be i n t e j r a t e d  i n  a f i n a n c i a l  suminary r e p o r t  

e n a b l i n g  r e f e r e n c e  t o  t h e  " F e d e r a l  Government E n t i t y . "  

1 0 .  T n i s  s t a t e n e n t  i d e n t i f i e s  and d i s c u s s e s  s i x  c o n v e n t i o n a l  

e n t i t y  t h e o r i e s :  g r o p r i e t a r y ,  c o r p o r a t e  e n t i t y ,  r e s i d u a l  

e q u i t y ,  e n t e r p r i s e ,  f u n d ,  and comnander.  It  a l so  r e l a t e s  t h e  

c h a r a c t e r  i s t i c s  of t h e  commander e n t i t y  c o n c e p t  t o  the over -  

a l l  o b j e c t i v e s  of F e d e r a l  Government f i n a n c i a l  a c c o u n t i n g  and 

r e p o r  k i n g ,  and sets f o i  t h  cr i t e r  i a  f o r  d e t e r i n i n i n g  whether  an 

economic u n i t  q u a l i f i s s  a s  a r e p o r t i n g  e n t i t y .  

LIMITATI&lS 3F THE ENTITY CONCEPT 

11. The  p u r p o s e  o f  t h i s  s t a t e m e n t  i s  to  i d e n t i f y  and d e f i n e  a n  

a p p r o p r i a t e  u n i t ,  coln.nonly r e f e r r e d  t o  as t h e  e n t i t y ,  upon 

which f i n a n c i a l  a c c o u n t i n g  and r e p o r t i n g  s t a n d a L d s  for  t h e  

F e d e r a l  Government can be e s t a b l i s h e d ,  i n t e r p r e t e d ,  and 

a p p l i e d .  aowever ,  i n h e r e n t  l i m i t a t i o n s  of the e n t i t y  c o n c e p t  

s h o u l d  be t a k e n  i n t o  account. These  l i m i t a t i o n s  a r e  d i s c u s s e d  

i n  t h e  f o l l o w i n g  p a r a g r a p h s .  

5 
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1 2 .  F i r s t ,  t h e  approach f o r  i den t i fy ing  the  e n t i t y  concepts 

re levant  i n  t he  Federal s e c t o r ,  unl ike t h a t  i n  t h e  p r o f i t -  

o r ien ted  p r i v a t e  s e c t o r ,  i s  very complex and con t rove r s i a l .  

The e n t i t y  m i g h t  include one or  more of t he  following: 

a .  The Federal Government a s  a whole. 

b. Each branch of government a s  a s epa ra t e  e n t i t y .  

1. execut ive branch. 

2 .  l e g i s l a t i v e  branch. 

3 .  j u d i c i a l  branch. 

c. Each department, agency, o r  o rgan iza t iona l  u n i t  conducting 
r e l a t i v e l y  autonomous ope ra t ions  under any one of t he  
above t h r e e  branches. 

d .  Each o ther  o rgan iza t iona l  u n i t  no t  included above but con- 
s idered  an in s t rumen ta l i t y  o f  t h e  Federal Government 
(such a s  some Government c o r p o r a t i o n s ) .  

e. Each program, a c t i v i t y ,  o r  func t ion  w i t h i n  a department, 
agency o r  i n s t rumen ta l i t y  o f  t h e  Federal  Government. 

13. Another poss ib l e  l i m i t a t i o n  i n  e s t a b l i s h i n g  t h e  boundaries 

separa t ing  e n t i t i e s  f o r  f i n a n c i a l  accounting and repor t ing  

purposes a r i s e s  from t h e  l e g a l  cons ide ra t ions  and r e s t r i c -  

t i o n s  imposed by t h e  Congress. For example, t h e  j u d i c i a l  

and l e g i s l a t i v e  branches of t h e  Federal Government a r e  not 

required t o  r e p o r t  on t h e i r  f i n a n c i a l  ope ra t ions  i n  accord- 

ance w i t h  t he  Comptroller Genera l ' s  accounting p r i n c i p l e s  

and s tandards  o r  t o  adhere t o  t h e  Department of t h e  Treasury 's  

system of  c e n t r a l  accounting. 

CONVENTIONAL ENTITY CONCEPTS 

1 4 .  Over t h e  years ,  evolving ownership concepts  have influenced 

t h e  manner i n  which the  e n t i t y  has been def ined and explained 
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15. 

fo r  accounting and repor t ing  purposes. S i x  conventional 

ownership or  e n t i t y  concepts a r e  cus tomar i ly  acknowledged f o r  

exemplifying t h e  e n t i t y  concept: p r o p r i e t a r y ,  corpora te  e n t i t y ,  

r e s i d u a l  equ i ty ,  e n t e r p r i s e ,  f u n d ,  and commander. The  following 

paragraphs de f ine  these concepts.  The  goa l  of subsequent d i s -  

cuss ions  on t h e  r e l a t i o n s h i p  of  e n t i t y  concepts t o  t h e  objec- 

t i v e s  of  f i n a n c i a l  accounting and r epor t ing  is  t o  focus on 

which concept i s  most r e l evan t  fo r  s e l e c t i n g  an appropr i a t e  

r epor t ing  e n t i t y  i n  t h e  Federal Government. 

P r o p r i e t a r y  concept. The  p r o p r i e t a r y  concept ,  best  adapted 

t o  t h e  s i n g l e  p r o p r i e t o r s h i p  and p a r t n e r s h i p  forms of  organi- 

za t ion ,  evolved from and revolves  around t h e  personal  r e l a -  

t i o n s h i p  between t h e  management of  a n  o rgan iza t ion  and i t s  

ownership. The p ropr i e to r sh ip ,  or wealth,  of  an organiza- 

t i o n a l  e n t i t y  i s  considered t o  be t h e  n e t  va lue  of  t h e  

organiza t ion  t o  i t s  owners. T h u s ,  t h e  n e t  income of each 

per iod is added t o  t h e  personal  c a p i t a l  accounts of  t h e  

owners, including a d d i t i o n a l  investment,  and t h e  owner w i t h -  

drawals a r e  deducted t o  de te rmine  p ropr i e to r sh ip .  

16 .  Corporate e n t i t y  concept. The co rpora t e  e n t i t y  concept re- 

cognizes t h e  ex i s t ence  of an o rgan iza t ion  sepa ra t e  from t h e  

i personal  a f f a i r s  of i t s  owners and i d e n t i f i e d  a s  a d i s t i n c t  
l e g a l  body. g 

17 .  Residual equ i ty  concept. I n  t h e  r e s i d u a l  equ i ty  concept ,  a l l  

i n v e s t o r s  i n  a f irm except common s tockholders  a r e  thought of  

a s  o u t s i d e r s .  The  o b j e c t i v e  of  t h i s  approach i s  t o  provide 

b e t t e r  information t o  common s tockholders  f o r  making investment 
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dec i s ions .  The  r e s idua l  equ i ty  concept f a l l s  between t h e  

p r o p r i e t a r y  and corpora te  e n t i t y  concepts.  Under t h e  cor- 

po ra t e  e n t i t y  viewpoint a l l  i nves to r s  a r e  considered o u t s i d e r s ,  

whereas under t h e  p rop r i e t a ry  concept a l l  i n v e s t o r s  a r e  con- 

s ide red  i n s i d e r s .  

18.  The e n t e r p r i s e  theory,  The e n t e r p r i s e  theory v iews  t h e  or-  

gan iza t ion  a s  a s epa ra t e  economic u n i t ,  a s  does t h e  corpora te  

e n t i t y  theory .  However, although t h e  corpora te  e n t i t y  theory  

cons ide r s  t h e  u n i t  t o  be  operated fo r  t h e  b e n e f i t  of i t s  owners, 

t h e  e n t e r p r i s e  theory cons iders  t h e  u n i t  t o  be a s o c i a l  i n -  

s t i t u t i o n  operated fo r  t h e  b e n e f i t  o f  many i n t e r e s t  groups,  

including t h e  genera l  publ ic .  The e n t e r p r i s e  theory suppor ts  

. t h e  value-added form of income determinat ion w h i c h  equates  

revenues w i t h  r e c e i p t s  and expenses w i t h  payments. Hence, i t  

i s  i n t e n d e d  t o  represent  a l l  of  t h e  va lue  an e n t i t y  has  added 

t o  t h e  economy. I t  may be thought of  a s  a s o c i a l  theory  of  

accounting , 

19 .  The  fund concept.  The fund concept adopts  a f inanc ing  source 

and c o n t r o l  o r i en ted  u n i t  a s  t h e  b a s i s  f o r  accounting. Each 

fund is  viewed a s  a separa te  e n t i t y .  The fund concept d i f f e r s  

from o t h e r  ownership t h e o r i e s  i n  t h a t  i t  assumes n e i t h e r  t h e  

personal r e l a t i o n s h i p  of  t he  p r o p r i e t a r y  theory nor t h e  per- 

s o n a l i z a t i o n  of  t h e  organiza t iona l  u n i t  a s  an economic and 

l e g a l  u n i t  o f  t h e  e n t i t y  theory.  Fund a s s e t s  r ep resen t  ex- 

i s t i n g  and prospec t ive  goods and s e r v i c e s  t o  be provided 

(by t h e  u n i t ) ,  whereas f u n d  l i a b i l i t i e s  and invested c a p i t a l ,  

o r  f u n d  balance,  represent  r e s t r i c t i o n s  imposed by l e g a l  and 
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c o n t r a c t u a l  p r o v i s i o n s  and cominitments. Unappropr i a t ed  or 

uncom,nitted fund  b a l a n c e  r e p r e s e n t s  n e t  asse ts  t o  o e  used 

f o r  c a r r y i n g  o u t  t h e  m i s s i o n  or o b j e c t i v e s  o f  t h e  e n t i t y .  

20. - T h e  commander c o n c e p t .  The  c o m a n d e r  c o n c e p t  f o c u s e s  on 

t h e  e f f e c t i v e  and economic c o n t r o l  over  r e s o u r c e s  by t h e  

o f f i c i a l s  OL comlnanders of a u n i t ,  whereas  t h e  o t h e r  e n t i t y  

c o n c e p t s  d e f i n e  t h e  e n t i t y  i n  t e r n s  of t h e  a r e a  o f  economic 

i n t e r e s t  of  p a r t i c u l a r  g r o u p s ,  or i n  terms a f  f u n d s .  Thus ,  

t h e  cominander t h e o r y  s h i f t s  t h e  f o c u s  and emphas i s  o f  f i -  

n a n c i a l  r e p o r t s  from t h e  s p e c i a l  i n t e r e s t s  of owners  and 

o t h e r  g r o u p s  t o  t h e  c o l l e c t i v e  i n t e r e s t s  o f  a l l  u s e r  groups. 

It r e c o g n i z e s  t h a t  c o n t r o l  over  t h e  a c t i v i t i e s  of an o r g a n i -  

z a t i o n  comes from w i t h i n  t h e  u n i t ,  as well as from e x t e r n a l  

i n f l u e n c e s  s u c h  as p u b l i c  o p i n i o n ,  and emphas izes  what t h e  

manage r s  have  a c c o m p l i s h e d .  F i n a n c i a l  r e p o r t s  p r e p a r e d  under  

t h e  commander t h e o r y  t h u s  a t t e m p t  to p r o v i d e  i n f o r m a t i o n  use- 

f u l  i n  a s s e s s i n g  management ' s  pe r fo rmance  and stewardship 

g i v e n  t h e  p u r p o s e s ,  o b j e c t i v e s ,  r e s o u r c e s ,  and c o n s t r a i n t s  

of t h e  e n v i r o n m e n t  i n  which t h e  managers  f u n c t i o n .  

THE RELATIONSHIP  OF ELVTITY 
CONCEPTS TO THE OBJECTIVES 

21.  The p r e c e d i n g  p a r a g r a p h s  b r i e f l y  d e f i n e d  o w n e r s h i p  c o n c e p t s  

t h a t  have had a s i g n i f i c a n t  i n f l u e n c e  on t h e  manner i n  which 

t h e  e n t i t y  h a s  been  d e f i n e d  and e x p l a i n e d  f o r  f i n a n c i a l  ac- 

c o u n t i n g  and r e p o r t i n g  p u r p o s e s .  T h e  c h o i c e  of which owner- 

s h i p  c o n c e p t  is r e l e v a n t  for d e f i n i n g  t h e  e n t i t y ( i e s )  of t h e  

F e d e r a l  Government emerges from t n e  s t u d y  of  t n e  o b j e c t i v e s  

O L  g o a l s  toward  which  f i n a n c i a l  a c c o u n t i n g  and r e p o r t i n g  
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is d i r e c t e d .  The  exposure d r a f t  e n t i t l e d  "Objectives o f  

Accounting and Financial  Reporting i n  t he  Federal Government" 

t e n t a t i v e l y  e s t a b l i s h e s  t h e  o b j e c t i v e s  of t he  Federal s e c t o r .  

T h e  o b j e c t i v e s  were e s t a b l i s h e d  i n  t h r e e  s tages:  (1) i d e n t i -  

fying use r s ,  ( 2 )  determining t h e i r  information needs, and ( 3 )  

asce r t a in ing  t h e  conten t  of information t h a t  s a t i s f i e s  these 

needs. F inancia l  r e p o r t s  a r e  the  bas i c  means o f  communicating 

information t o  meet user n e e d s ,  and how the  e n t i t y  i s  def ined 

and t h e  l i m i t a t i o n s  imposed d i c t a t e  t he  d e t a i l  o f  elements 

used t o  c o n s t r u c t  f i n a n c i a l  r e p o r t s ,  including n a r r a t i v e  d i s -  

c lo su re  and explana t ions .  

22 .  The primary o b j e c t i v e  of  accounting and f inanc ia l  repor t ing  

for  t h e  Federal Government i s  t o  provide useful  information 

for  a s ses s ing  management's performance and stewardship. Such  

information m u s t  focus on t h e  e n t i t y ' s  f i n a n c i a l  v i a b i l i t y ,  

program a c t i v i t y ,  f i s c a l  compliance, and resource a l l o c a t i o n  

dec i s ions ,  and it  m u s t  be presented i n  terms of t h e  e n t i t y ' s  

economic resources--including i t s  a s s e t s ,  1 i a b i l i t i e s ,  obli- 

g a t i o n s ,  and r e s i d u a l  balances--and t h e  c r e a t i o n  o f ,  use o f ,  

and r i g h t s  t o  those economic resources .  The  following para- 

graphs d e f i n e  t h e  o b j e c t i v e s  of  f i n a n c i a l  accounting and 

repor t ing  and then d i s c u s s  them i n  r e l a t i o n  t o  t h e  e n t i t y  

concepts previously presented.  The commander concept i s  

i d e n t i f i e d  a s  t h e  most appropr i a t e  primary b a s i s  f o r  def in ing  

the  e n t i t y ( i e s )  of t h e  Federal  Government. 

a .  F inancia l  v i a b i l i t y .  An o b j e c t i v e  of f i n a n c i a l  accounting 

and repor t ing  is  t o  provide information useful  i n  assess-  

ing f i n a n c i a l  v i a b i l i t y ,  which i s  def ined a s  t h e  a b i l i t y  
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to  provide  the s a m e  l e v e l  of resources tha t  have been 

provided i n  the p a s t  o r  a r e  expected t o  be provided i n  

the f u t u r e .  T o  help i n d i c a t e  f i n a n c i a l  viability, f inan -  

c i a l  r e p o r t s  must show resources  e n t r u s t e d  t o  management, 

o b l i g a t i o n s  i n  t e r m s  of resources, changes i n  r e s o u r c e s  

and o b l i g a t i o n s ,  and r e s o u r c e  f lows and l i q u i d i t y .  

b. Program a c t i v i t y .  An o b j e c t i v e  o f  account ing and f inan -  

c i a l  r e p o r t i n g  i s  to  p rov ide  informat ion  u s e f u l  i n  as- 

sessing program a c t i v i t y .  Program a c t i v i t y  in fo rma t ion  

must focus  on  the u s e  o f  r e s o u r c e s ,  which are  the  i n p u t s  

. and o u t p u t s  under va r ious  programs and p r o j e c t s .  

c. F i s c a l  compliance. An o b j e c t i v e  o f  account ing and fi-nan- 

c ia1 r e p o r t i n g  by the Fede ra l  Government i s  t o  p rov ide  

informat ion  u s e f u l  i n  a s s e s s i n g  compliance w i t h  l e g a l  

and r e g u l a t o r y  l i m i t a t i o n s . .  In fo rma t ion  on f i s c a l  c o m -  

p l i a n c e  provides  o b j e c t i v e  evidence of a c c o u n t a b i l i t y .  

I n  the p r i v a t e  sector, the p r o f i t  f a c t o r  g e n e r a l l y  pro- 

v i d e s  a b u i l t - i n  c o n t r o l  which l i m i t s  w a s t e f u l  spending. 

Because the p r o f i t  f a c t o r  does n o t  e x i s t  i n  the Federal 

Government, l e g a l  and r e g u l a t o r y  l i m i t a t i o n s  on economic 

r e s o u r c e s  and on program a c t i v i t i e s  u s u a l l y  are  imposed 

on departments  and agencies .  

d.  Resource a l l o c a t i o n .  Another o b j e c t i v e  of account ing  and 

r e p o r t i n g  i s  r e source  a l l o c a t i o n .  T h i s  i s  the p rocess  of 

d i s t r i b u t i n g  budget  a u t h o r i t y :  d e c i d i n g  on the use  o f  re- 

sources  i n  c a r r y i n g  o u t  o p e r a t i o n s :  and choosing Govern- 

ment s e c u r i t i e s  from a credi tor ' s  s t andpo in t .  
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2 3 .  As p r e v i o u s l y  m e n t i o n e d ,  t h e  p r i m a r y  o b j e c t i v e  o f  a c c o u n t i n g  

and  f i n a n c i a l  r e p o r t i n g  i s  t o  p r o v i d e  i n f o r m a t i o n  t h a t  i s  

h e l p f u l  f o r  a s s e s s i n g  managemen t ' s  pe r fo rmance  and s t eward -  

s h i p .  To  b e  h e l p f u l ,  i n f o r m a t i o n  m u s t  i n d i c a t e  whether  re- 

s o u r c e s  e n t r u s t e d  t o  management have  been  u s e d  e f f i c i e n t l y  

and  e c o n o m i c a l l y .  I n  t h e  p r i v a t e  s ec to r  t h i s  i s  o f t e n  not 

d i f f i c u l t  t o  d e t e r m i n e  b e c a u s e  t h e  p r o f i t  f a c t o r  b o t h  g u i d e s  

and r e v e a l s  management ' s  p e r f o r m a n c e .  T h e  p r o p r i e t a r y ,  c o r -  

p o r a t e  e n t i t y ,  e n t e r p r i s e ,  and r e s i d u a l  e q u i t y  c o n c e p t s  con- 

c e n t r a t e  on  i n f o r m a t i o n - - s u c h  a s  n e t  income and e a r n i n g s  p e r  

share- -presumably  needed  by owners  o f  p r o f i t - s e e k i n g  o r g a n i -  

z a t i o n s .  The F e d e r a l  Government ,  however ,  manages econ.omic 

r e s o u r c e s  which a r e  n o t  used  t o  c o n v e r t  goods  and s e r v i c e s  

i n t o  p r o f i t s .  S i n c e  p r o f i t  c a n n o t  b e  used  t o  i n d i c a t e  pe r -  

fo rmance ,  t h e  p r o p r i e t a r y ,  e n t e r p r i s e ,  c o r p o r a t e  e n t i t y ,  and 

r e s i d u a l  e n t i t y  c o n c e p t s  a r e  n o t  r e l e v a n t  c o n c e p t s  f o r  iden-  

t i f y i n g  t h e  r e p o r t i n g  e n t i t y ( i e s )  o f  t h e  F e d e r a l  Government. 

2 4 .  To b e  u s e f u l  i n  e v i d e n c i n g  a c c o u n t a b i l i t y  and pe r fo rmance  

i n  t h e  F e d e r a l  Government ,  i n f o r m a t i o n  m u s t  f o c u s  on f i n a n -  

c i a l  v i a b i l i t y ,  p rogram a c t i v i t y ,  f i s c a l  c o m p l i a n c e ,  and 

r e s o u r c e  a l l o c a t i o n  d e c i s i o n s .  With t h i s  t y p e  o f  i n f o r -  

m a t i o n ,  u s e r s  c a n  assess  whe the r  o f f i c i a l s  have  e f f e c t i v e -  

l y  c o n t r o l l e d  r e s o u r c e s  e n t r u s t e d  t o  them i n  p r o v i d i n g  

s e r v i c e s  under  v a r i o u s  p rograms  and  a c t i v i t i e s .  Of t h e  two 

r e m a i n i n g  e n t i t y  c o n c e p t s ,  fund  and commander, o n l y  t h e  l a t t e r  

f o c u s e s  on  t h e  e f f e c t i v e  economic c o n t r o l  o v e r  r e s o u r c e s  by 

t h e  o f f i c i a l s  who have  b e e n  g i v e n  s p e n d i n g  a u t h o r i t y .  
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25.  The fund c o n c e p t  s u p p o i t s  a c c o u n t a b i l i t y  for  t h e  s o u r c e s  and 

u s ? s  of r e s o u r c e s  w i t h i n  a p r o g r a n  o r  fund .  T h i s  is a v e r y  

d e t a i l e d  l e v e l  of a c c o u n t a b i l i t y  r e s e m b l i n g  t h e  method used 

by a g e n c i e s  and d e p a r t a e n t s  t o  r e p o r t  b u d g e t  i n f o r m a t i o n  t o  

t h e  O f f i c e  of Managextent and Budget .  Each prograrn or fund  i s  

t r e a t e d  for a c c o u n t i n g  and r e p o r t i n g  p u r p o s s s  as a s e p a r a t e  

e n t i t y  w i t h  a d i s t i n c t  a c c o u n t i n g  sys t em.  

26. On t h e  o t h e r  hand ,  t h e  cotnmandstr c o n c e p t  s u p p o r t s  t h e  a c c o u n t -  

a b i l i t y  and m a n a g e r i a l  e f f e c t i v e n e s s  of  a l l  p rograms admin i s -  

t e r e d  oy t h e  officials 3f an agency  01 d e p a r t m e n t  e n t r u s t e d  

w i t h  r e s o u r c e s .  A l l  p rog rams  an5  a c t i v i t i e s  under an o f f i -  

c i a l ' s  c o n t r o l  a r e  combined fo r  r e p o r t i n g  p u r p o s e s .  T h i s  

shows k n e  F e d e r a l  Governmen t ' s  v i a b i l i t y  inore c l e a r l y  t h a n  

under t h e  fund c o n c e p t  b e c a u s e  it b e a r s  d i r e c t l y  on t n e  t a t a l  

r e s o u r c e s .  I t  a l s o  is c o l n p a t i b l e  w i t h  t h e  budge t  sys t em 

b e c a u s e  it p r o v i d e s  f l e x i b i l i t y  f o r  r e p o r t i n g  u s e f u l  d a t a  o n  

program a c t i v i t i e s  or  on any  p r a g r a n  components ,  whether  p a s t ,  

p r e s e n t ,  or f u t u r e .  A d d i t i o n a l l y ,  t h e  comnander c o n c e p t  pro- 

v i d e s  a sound f o u n d a t i o n  f o r  p r o v i d i n g  i n f o r n a t i o n  u s e f u l  i n  

a s s e s s i n g  f i s c a l  c o m p l i a n c e .  I t  does so by emphas iz ing  nana- 

g e r i a l  c o n t r o l  ove r  s u c h  m a t t e r s  as s p e n d i n g  and deb t  ce i l -  

i n g s ,  r e s t r i c t i o n s  on t h e  u s e  of econolnic r e s o u r c e s ,  and 

f u t u r e  p r o j e c t  and program o b l i g a t i o n s  of t h e  F e d e r a l  Govern- 

n e n t  and i t s  major components .  

EIATITIES INCLUDED - I N  ACCOUNTING 
.?\AD F I N A A C I A L  REP'3ATING 

27 .  The  F e d e r a l  Government 2 e r f o r n s  a & d e  v a r i e t y  of  f u n c t i o n s  

and a c t i v i t i e s ,  making i t  d i f f i c u l t  t o  compare i t s  d i v e r s e  

1 3  



o p e r a t i o n s  f o r  p u r p o s e s  of  d e f i n i n g  i n t e r n a l  and e x t e r n a l  

r e p o r t i n g  e n t i t i e s .  I n  t h e  p a s t ,  no g u i d i n g  p r i n c i p l e  h a s  

e x i s t e d  f o r  i d e n t i f y i n g  e n t i t i e s  t o  a c h i e v e  t h e  o b j e c t i v e s  

o f  a c c o u n t i n g  and f i n a n c i a l  r e p o r t i n g .  I n s t e a d ,  s t a t u t o r y  

l a w s  and  t h e  b u d g e t  sys t em have  p l a y e d  a key  r o l e  i n  t h e  

way f i n a n c i a l  a c c o u n t a b i l i t y  i s  m a i n t a i n e d  and r e p o r t e d .  

I n  t h e  a b s e n c e  o f  d e f i n i t i v e  c r i t e r i a ,  a n y  d e p a r t m e n t ,  a g e n c y ,  

o r g a n i z a t i o n a l  u n i t ,  o r  i n s t r u m e n t a l i t y  o f  t h e  Federal  Govern- 

men t ,  t h e  Federal  Government a s  a who le ,  o r  any  program,  ac-  

t i v i t y ,  o r  f u n c t i o n  c a n  be  c o n s i d e r e d  a s  s e p a r a t e  and d i s t i n c t  

e n t i t i e s .  

28 .  S i n c e  t h e  e n t i t y  h a s  been  loosely i n t e r p r e t e d ,  t h e  commander 

c o n c e p t  was c h o s e n  t o  g u i d e  i n  d e f i n i n g  and i d e n t i f y i n g  t h e  

r e p o r t i n g  e n t i t i e s  o f  t h e  Federa l  Government .  The commander 

c o n c e p t  i s  b r o a d  enough t o  s e r v e  t h e  p r i m a r y  a g g r e g a t e  i n f o r -  

m a t i o n  n e e d s  o f  a l l  f i n a n c i a l  r e p o r t  users b e c a u s e  i t  c a n  be 

r e l a t ed  t o  t h e  most fundamen ta l  o b j e c t i v e  common t o  a l l  a c t i v -  

i t i e s  i n  t h e  Federal  Government: t h e  e f f e c t i v e  c o n t r o l  o f  

r e s o u r c e s  e n t r u s t e d  t o  t h e  o f f i c i a l s  o f  a u n i t .  

29 .  Under t h e  commander c o n c e p t ,  r e p o r t i n g  e n t i t i e s  a r e  d e f i n e d  

a s  a n y  g o v e r n m e n t a l  u n i t  whose o f f i c i a l s  have  a c c o u n t a b i l i t y  

o v e r  resources and  power under  law t o  manage o b l i g a t i o n s  on  

b e h a l f  o f  t h e  Government.  I n  t h i s  document ,  o f f i c i a l s  a r e  

d e f i n e d  as  o n l y  t h o s e  who a r e  elected by  t h e  p u b l i c  o r  who 

a re  a p p o i n t e d  by t h e  P r e s i d e n t  and  c o n f i r m e d  by Congres s  o r  

c 

’ who o t h e r w i s e  r e p r e s e n t  t h e  h i g h e s t  l e v e l  o f  a c c o u n t a b i l i t y .  
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F i g u r e  3 p r e s e n t s  an o v e r v i e w  of t h e  a c c o u n t a b i l i t y  of and  

w i t h i n  t h e  F e d e r a l  Government,  w h i c h  is  d i s c u s s e d  i n  t h e  

f o l l o w i n g  p a r a g r a p h s .  

3 0 .  Each d e p a r t m e n t ,  a g e n c y ,  o r g a n i z a t i o n a l  u n i t ,  or in s t rumen-  

t a l i t y  of t h e  Fede ra l  Government t h a t  is headed by  an  o f f i c i a l  

O K  a Doard of d i r e c t o r s  who is e i t h e r  e l e c t e d  by t h e  p u b l i c  o r  

a p p o i n t e d  DY t h e  P r e s i d e n t  and conf i rmed  oy  t h e  C o n g r e s s  or 

who o t h e r w i s e  r e p r e s e n t s  t h e  h i g h e s t  l e v e l  o f  a c c o u n t a b i l i t y  

is a s e p a r a t e  e n t i t y  w i t h i n  t h e  Federa l  Government and i s  

h e n c e f o r t h  known as "Depar tment/Agency E n t i t y . "  T n i s  d e f i n i -  

t i o n  is c o n s i s t e n t  w i t h  t h e  i n t e n t  of  t h e  C o n g r e s s  to  estab- 

l i s h  a c c o u n t a b i l i t y  f o r  gove rnmen ta l  i e s o u r c e s .  For example ,  

under  T i t l e  31, U.S .C. ,  Money and F i n a n c e ,  e a c h  e x e c u t i v e  

a g e n c y  must m a i n t a i n  an a c c o u n t i n g  sys t em and p r o d u c e  f i n a n -  

c ia l  r e p o r t s  d i s c l o s i n g  i t s  o p e r a t i o n s  i n  a c c o r d a n c e  w i t h  

p r i n c i p l e s  and s t a n d a r d s  p r e s c r i b e d  by t h e  C o m p t r o l l e r  

G e n e r a l  of t h e  Un i t ed  States .  T i t l e  31 d e f i n e s  d e p a r t m e n t s  

and e s t a b l i s h m e n t s  t o  mean any e x e c u t i v e  d e p a r  t i nen t ,  indepen-  

d e n t  c o m n i s s i o n ,  b o a r d ,  bureau, o f f i c e ,  agency ,  or o t h e r  

e s t a b l i s h m e n t  of t h e  Government.  The l e g i s l a t i v e  b r a n c h  and 

t h e  Supreme C o u r t  a r e  e x p r e s s l y  e x c l u d e d .  A l s o ,  e a c h  d e p a r t -  

m e n t ,  a g e n c y ,  or i n s t r u m e n t a l i t y  of t h e  e x e c u t i v e ,  l e g i s l a t i v e ,  

and j u d i c i a l  b r a n c h e s  of t h e  F e d e r a l  Government i s  c o n s i d e r e d  

a s e p a r a t e  e n t i t y  hav ing  r e s p o n s i b i l i t y  and a c c o u n t a b i l i t y  

f o r  i t s  o u d y s t  a u t h o r i t y ,  o b l i g a t i o n s ,  and o u t l a y s ,  and is 

s u b j e c t  t o  a u d i t  sf t h e  nanner  i n  which it h a s  d i s c h a r g e d  

and r e p o r t e d  upon i t s  r e s p o n s i b i l i t i e s  and a c c o u n t a b i l i t i e s .  

Q" 

$". 
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31.  All programs and a c t i v i t i e s  that  are the r e s p o n s i b i l i t y  of a n  

o f f i c i a l  h e a d  of a depar tment /agency  e n t i t y  a r e  p a r t  of the 

e n t i t y ' s  t o t a l  a c c o u n t a b i l i t y .  They should n o t  be c o n s i d e r e d  

s e p a r a t e  e n t i t i e s .  Nevertheless, t h i s  w i l l  n o t  p r e c l u d e  re- 

p o r t i n g  both q u a n t i t a t i v e  and n o n q u a n t i t a t i v e  i n f o r m a t i o n  on  

the r e s u l t s  of a program o r  a n  a c t i v i t y  w i t h i n  f i n a n c i a l  re- 

ports.  This type of i n f o r m a t i o n  i s  e s s e n t i a l  for p l a n n i n g  

r e s o u r c e  needs  of F e d e r a l  a g e n c i e s ,  and c a n  be d i s p l a y e d  by 

major f u n c t i o n a l  area to  m e e t  n a t i o n a l  needs ,  as  is done  i n  

the Federal budge t .  T h i s  a s p e c t  w i l l  be d i s c u s s e d  i n  a sub- 

s e q u e n t  s t a t e m e n t  on  the Federal a c c o u n t i n g  and r e p o r t i n g  

s t r u c t u r e .  

' 3 2 .  S i n c e  the C o n s t i t u t i o n  separates the major r e s p o n s i b i l i t y  for 

managing the a f f a i r s  of the Uni t ed  S t a t e s  Government between 

the e x e c u t i v e ,  l e g i s l a t i v e ,  and j u d i c i a l  b r a n c h e s  and r e q u i r e s  

each o n e  t o  d e v e l o p  and s u b m i t  estimated e x p e n d i t u r e s  and 

proposed a p p r o p r i a t i o n s  for  budge t  d e c i s i o n s ,  each b r a n c h  

s h o u l d  be p e r c e i v e d  as  a s e p a r a t e  and d i s t i n c t  e n t i t y .  

ThereEore, each depar tment /agency  e n t i t y  unde r  the adminis-  

t r a t i v e  c o n t r o l  of one  of the three b r a n c h e s  would be i n t e -  

grated to f o r m  either the "Execu t ive  Branch E n t i t y , "  

" L e g i s l a t i v e  Branch E n t i t y ,  'I or  " J u d i c i a l  Branch E n t i t y .  " 

3 3 .  Because each b ranch  of the Federal Government is a n  e n t i t y  (or  

Federal Government s u b e n t i t y )  and  because  elected or  a p p o i n t e d  

o f f i c i a l s  are a c c o u n t a b l e  f o r  r e s o u r c e s  e n t r u s t e d  to t h e m ,  the 

a c t i v i t i e s  of the Federal Government when viewed c o l l e c t i v e l y  

s h o u l d  be p e r c e i v e d  as one e n t i t y .  T h e  F e d e r a l  Government 
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a s  a whole is h e n c e f o r t h  known as " F e d e r a l  Government E n t i t y . "  

The  following reasons s u p p o r t  t h i s :  

a .  Congres s  c l e a r l y  i n t e n d e d  t h a t  t h e  F e d e r a l  Government be 

he ld  a c c o u n t a b l e ,  xi a whole,  t o  t h e  p u b l i c  f o r  the col- 

l e c t i v e  f i n a n c i a l  ope ra t ions  and  s t a t u s  of t h e  i n d i v i d u a l  

a g e n c i e s .  T h i s  is e x p r e s s e d  i n  T i t l e  31,  U.S.C., S e c t i o n  

66.3, where it is  s t a t e d  t h a t  t h e  Department  of t h e  Treas- 

ury is r e s p o n s i b l e  f o r  r e p o r t i n g  to  t h e  P r e s i d e n t ,  t h e  

C o n g r e s s ,  and t h e  p u b l i c ,  on t h e  r e s u l t s  of t h e  f i n a n c i a l  

o p e r a t i o n s  of t h e  Government.  

b .  Tne network  o f  i n t e r c o n n e c t e d  a c t i v i t i e s  t h r o u g h o u t  t h e  

Federal  Government makes it e v i d e n t  t h a t  tne  o p e r a t i o n s  

o f  a l l  a g e n c i e s  must be i n t e g r a t e d  for  F e d e r a l  Government 

a c c o u n t a b i l i t y  and f o r  making d e c i s i o n s  a b o u t  n a t i o n a l  

n e e d s  and p r i o r i t i e s .  For t h i s  r e a s o n ,  i n  1975 t h e  

Department  of t h e  T r e a s u r y ,  i n  c o o p e r a t i o n  w i t h  GAO and 

o t h e r  a g e n c i e s ,  i n i t i a t e d  a p r o j e c t  t o  d e v e l o p  a f i n a n -  

c i a l  r e p o r t  t h a t  would p r o v i d e  a s i m p l e  o v e r v i e w  of what 

t h e  Government owns and owes. It is n o t  i n t e n d e d  t o  be 

an o f f i c i a l  r e p o r t  on t h e  G o v e r n n e n t ' s  f i n a n c i a l  p o s i t i o n  

and o p e r a t i o n .  R a t h e r ,  i t s  purpose is t o  c o n t r i b u t e  to  

t h e  improvement of g o v e r n n e n t a l  a c c o u n t i n g  by s t u d y i n g  

v a r i o u s  a c c o u n t i n g  and r e p o r t i n g  issues .  
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(CONCEPTS) 
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Figure 2 

Brief Descr ipt ion of 

E f f o r t s  i n  t h e  Fundamental Level  
I 

1. Elements s ta tement  

2.  E n t i t y  Statement 

3 .  Recognition basis 
statement  - a /  

4 .  Measurement s ta tement  

5. Recognition s ta tement  a/ 

6.  Reporting s ta tement  

i. 

Defines and expla ins  components 
of  f i n a n c i a l  r epor t s .  Examples 
include a s s e t s ,  l i a b i l i t i e s ,  
and c o s t s .  

Es t ab l i shes  t h e  body or a c t i v i t y  
about which f i n a n c i a l  r e p o r t s  
will be prepared. 

Analyzes t h e  t h r e e  bas i c  t h e o r i e s  
of  f i n a n c i a l  repor t ing  ( f u n d s  
f l o w ,  income de termina t ion ,  and 
c a p i t a l  maintenance) and recom- 
mends one f o r  a p p l i c a t i o n  t o  t h e  
Federal Government. 

Deals w i t h  va lua t ion  c r i t e r i a  t o  
be used i n  e s t a b l i s h i n g  and main- 
t a  i n  ing stand a rd s f o r  a s s ign ing 
d o l l a r  amounts t o  elements and 
components o f  elements. 

Es tab l i shes  c r i t e r i a  t o  be used 
when e s t a b l i s h i n g  and maintaining 
s tandards  f o r  when t o  r e p o r t  ele- 
men t s  and components of elements. 

Es t ab l i shes  t h e  c r i t e r i a  t o  g u i d e  
i n  developing and maintaining 
s tandards  fo r  r e p o r t  formats and 
t h e  degree of d i s c l o s u r e  requi red  
i n  r epor t s .  

- a / I f  t h e  e f f o r t  required t o  determine t h e  recogni t ion  b a s i s  i s  
r e a d i l y  completed, i t  may be incorporated i n  t h e  recogni t ion  
s ta tement .  
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FIGURE 3 

U.S. GOVERNMENT 

OVERVIEW OF THE FEDERAL 
GOVERNMENT'S ACCOUNTABI LlTY 

EXECUTIVE OFFICE OF 
THE PRESIDENT 

OFFICE OF 
VICE PRESIDENT 

EXECUTIVE AGENCIES 
AND DEPARTMENTS* 

INDEPENDENT ESTABLISH- 
MENTS AND GOVERNMENT 

CORPORATIONS" 

OTHER BOARDS, COM- 
MITTEES, COMMISSIONS, 
AND ORGANIZATIONS" 

- 
I 

- 

I 

I LEGISLATIVE BRANCH 

CONGRESS 

ARCHITECT OF THE 
CAPITOL 

U.S. BOTANIC GARDEN 

GENERAL ACCOUNTING 
OFFICE 

GOVERNMENT PRINTING 
OFFICE 

OFFICE OF TECHNOLOGY 
ASSESSMENT 

- 
- 
- 
I 

- 
I 

t I CONGRESSIONAL 
BUDGET OFFICE 

t COPY RIGHT I ROYALTY TRIBUNAL 

4- 
JUDICIAL BRANCH I 
1 t SUPREME COURT 

I t ADMINISTRATIVE OFFICE 
OF U.S. COURTS 

I t FEDERAL JUDICIAL 
CENTER 

I 

EXECUTIVE BRANCH E 

t I LIBRARY OF CONGRESS 

i 

" Individual departments, agencies and other Governmental organizations are listed in the U.S. Government Manual. 
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